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Preface

o The purpose of this study was to provide current lead time estimates

:. for the RAAF-USAF CLSSA and to determine the effect on such estimates

:' of recent USAF procurement reforms. The study was prompted by

_’i Australian concern that the procurement reforms may have led to a

:,i significant extension of CLSSA lead times over the past five years.

f’; The data requirements for this study were extensive, and would have i
" been difficult to satisfy had it not been for the help of Mr Ed Hater of

% the International Logistics Center (SAMIS) and Ms Patti Moore of AFLC

Headquarters (Requirements Determination -~ DO41). Their assistance in
this effort is gratefully acknowledged.

During the course of the study many difficulties were encountered
with the complex format and apparent inconsistencies of the variocus
CLSSA management reports. I am greatly indebted to Sergeant Kevin
Downs, Wing Commander Mike Crimston and Mr Chuck Moores for their
many attempts to explain these reports and to conduct further investig-
ation when necessary. 1 am particularly grateful to Sergeant Kevin Downs
for his continuing role as a point of contact for an endless variety of
technical and administrative queries.

Finally, I would like to thank my wife Jacque for her considerable
assistance in performing some of the more laborious data preparation tasks
that were required for this study. Her assistance and continuing support

contributed much to the timely completion of this research.

Ken Gutterson
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' Abstract

v\)?

A Recent procurement reforms adopted by the USAF have given rise to

Q%

1D . . .

\;/'-; concern within the Royal Australian Air Force (RAAF) that supply lead

K/

h')

u'{ times under Co-operative Logistics Supply Support Arrangements (CLSSA)

)

O

':!" may have been considerably extended. thereby invalidating the current

‘i.ﬁ

\' ;-

.:t:., estimates of such lead times that are used by the RAAF in provisioning

‘0'.

- algorithms. The purpose of this study was to determine the expected lead

A

:::.o\ time of the various types of RAAF requisitions within the RAAF-USAF !

U." |

) |

:;::'. CLSSA. determine the extent of their variation since 1980. and establish g

) \
whether or not the procurement reforms were responsible for any variation 1

O |

|

ue found. The study was limited to research on investment items only. ‘

s The component of lead time measured by this study extended onlyv

from order receipt to order shipment. Data extracted from the SAMIS

;‘.:. computer indicated that this period had increased by 72% for programmed

!:§:: requisitions (those for which demands are placed in accordance with a

_ prefunded forecast of requirements) and 122% for non-programmed requis-

{

E:.; itions (all others). The increase in CLSSA lead time was compared to

:.':':: ) increases in administrative lead time (ALT) within the Air Force Logistics |
T Command (AFLC) to determine whether or not the procurement reforms |
:,‘ were having an effect on the CLSSA program. OUnfortunately, there was ;
_,.: insufficient CLSSA data to support a rigorous comparison and conclusive |
results were not achieved. Nevertheless. the average increase in ALT

19

(' within AFLC for stock numbers on the RAAF-USAF CLSSA was observed

:Q to be similar to the increase in CLSSA lead time for programmed requisi-

o )
<7
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tions. which was believed to indicate that the procurement reforms were

e indeed having an effect on the CLSSA program.
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AN EXAMINATION OF LEAD TIMES ACHIEVED THROUGH THE
CO-OPERATIVE LOGISTICS SUPPLY SUPPORT ARRANGEMENT BETWEEN

THE ROYAL AUSTRALIAN AIR FORCE AND THE UNITED STATES AIR FORCE

CHAPTER 1

INTRODUCTION

Chapter Overview

This chapter contains a general background to the dependence-of the
Royval Australian Air Force (RAAF) on the United States Air Force (USAF)
for logistics support, a brief description of the nature of that support, and
a summary of recent procurement reforms that may have led to a decrease
in the level of support provided. In addition. this chapter contains the
problem statement, the research objective and the specific research
questions for this study. - The chapter is supplemented by the glossary of

terms included as Appendix A.

Statement of the Problem

Recent procurement reforms adopted by the USAF have led to a
doubling of administrative lead time for the procurement of replenishment
spares within the USAF Logistics Command (AFLC) during the past five
years. Each additional day of lead time is believed to have cost AFLC an

additional 11.3 million dollars in the additional inventory investment




required to support the extended needs of fielded systems (36:4). The
RAAF is concerned that the extension in AFLC administrative lead time
may have led to a similar increase in the average satisfaction time of
RAAF requisitions submitted under Cooperative Logistics Supply Support
Arrangements (CLSSA), which would have adverse financial and operational
implications for the various weapons systems supported by such means. A
need has therefore arisen to establish whether or not such a relationship
actually exists. and to review the validity of CLSSA lead time estimates

used in current RAAF provisioning algorithms.

Background

In March 1986, the Dibb review of Australian Defence Force capabil-
ities judged that the effectiveness of Australia's armed forces would
depend to a significant extent upon Australia’'s ability to maintain a
sufficiently high level of technology in critical capabilities. Foremost
among these was the ability to absorb, operate and support advanced
military equipment. However, the review recognized that. despite the
professed Australian desire for greater self reliance, the country had
neither the population nor industrial base to supply defense
equipment at the requisite level of technology, with acceptable lead times
and at an acceptable cost. Accordingly, the Australian Defence Force
remains dependent upon overseas sources for a significant proportion of its
needs. (14)

The major source of supply for much of Australia's advanced defense
technology and equipment is the United States (10:1), reflecting a joint
security relationship between the two countries that was established in

2
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1951 with the signing of the Australia, New Zealand and United States
(ANZUS) Security Treaty (25:1). The ANZUS Treaty is augmented by a
Memorandum of Understanding on bilaterali supply and support arrange-
ments that is periodically reviewed by both governments. The current
Memorandum of Understanding is attached as Appendix B.

The sale of weapon systems and follow on support from the United
States is governed by the US Arms Export Control Act of 1976. as
amended (46). The Act provides for the sale of defense articles and
equipment to eligible foreign governments either by direct purchase from
commercial sources within the United States or by participation in the
United States Government Foreign Military Sales (FMS) Cash Program.
The majority of Australian Defence Force requirements for items of US
origin are obtained through the FMS program (10:1).

The RAAF, as an element of the Australian Defence Force, is an
active participant in the FMS program. Over 50 per cent of the aircraft
and many of the communication systems currently in service with the
RAAF are of United States origin and require follow on support according-
ly (.30:41). Separate E‘MS agreeménts have been negotiated between the
RAAF and the USAF. the United States Navy (USN) and the United States
Army, each service representing the prime user of the particular system
operated by the RAAF and therefore the coordinator of replenishmer}t
provisioning for that system. ’i‘he USAF FMS agreement currently holds
the highest dollar value of the three agreements (19,33,34) and is therefore
of major interest to the RAAF, although this emphasis may change in
future years following the recent introduction of the USN supported F/A-

18.
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3}5{5 The USAF FMS Program

"

!::: The USAF provides follow on support to FMS customers through

;" contractual sales agreements known as ‘cases' (8:Ch9,l). Each case
" documents the conditions pertaining to the supply of a particular range of
::: goods or services. There are three types of cases (1:Chl,l):

‘,‘ a. Defined Order Cases, written for specific items and quantities;
::.;:E b. Blanket Order Cases, written for a specific dollar value; and

:!-:t: c. Co-operative Logistics Supply Support Arrangement (CLSSA)
:;:Z.: cases, which allow FMS customers to buy into the US logistics
3232 system for the purpose of reducing requisition processing times.
::f:.": A CLSSA requires a participating FMS customer to make a financial
;'" investment in the US logistics system in a fixed proportion to the
%ﬁ expected level of requirements over any 17 month period. The investment
8

"‘ allows the US Department of Defense (DOD) to augment its stocks in
:Ei%:: anticipation of the country's actual demands. In return for this invest-
é:::'::: ment the country is entitled to receive support from DOD stocks equal to
:::):' that given to US forces assigned the same priority. The US DOD believes
_3' that- CLSSAs are normally' fhe most timely means of procuring repair parts
',' *: and components for military equipment of US origin. (8:Ch19.2)

;:f‘t': The level of support provided under a USAF CLSSA is influenced by
: several variables, each related to the nature of requisitions submitted by
4 the FMS customer. These variables are briefly described as follows:

a. Investment vs Expense Items. Replenishment spares demanded
?, under a CLSSA are classified as either investment (high cost)
::'}‘: items, or expense (low cost) items. Investment items are 1
g
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:'.',' identified by a service code of "A", whereas expense items are 1

A identified by service codes of "B" or "C" (12:Chl,12).

;‘.' b. Priority. The priority of individual requisitions submitted
"y
™3
;:,; . through a CLSSA is assigned by the FMS customer, based on the

Force Activity Designator (FAD) approved for that country by
the US Joint Chiefs of Staff and the perceived urgency of need.

' The requisition priority, represented by an integer value between

e 01 and 16, is a key determinant in the decision of the US
g agency to satisfy that requisition from available DOD stocks.
by

5: Higher priority demands (indicated by smaller numbers) will
M continue to be satisfied from lower levels of stock and therefore
,;;: will usually achieve more timely satisfaction than demands of
ot

..

:“ lower priority (1:Attach 8-A). Priority levels authorized for use
b

i)

a8 by the RAAF are 03, 06 and 13. (7)

*f: c. Program Status. The financial investment required of an FMS
O )

)

;;:: CLSSA customer is assessed according to the level of require-
‘0'0

10

'j ments forecast by the customer for any 17 month period. The
:::: forecast is specified in dollar terms for expense items and by
(

)"

::v stock number and quantity for investment items. Requisitions
|0$.

that do not exceed the forecast 17 months requirement are
';“" assigned a "programmed"” status code. Requisitions that exceed
§ the 17 month requirement are assigned a "non-programmed" |
! |
B !
status code. Non-programmed requisitions are accorded lowest ‘
~

W) priority. (12:Ch2,2-4)
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Effectiveness of the RAAF-USAF CLSSA
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A CLSSA is designed to provide an FMS customer with a more timely
means of obtaining replenishment spares. In return, the FMS customer is
required to make a financial contribution to the US logistics system in
direct proportion to the forecast leve! of activity within the CLSSA. The
extent to which a FMS customer is prepared to make such an investment,
however, will often depend on the perceived effectiveness of the CLSSA
program.

Several studies have attempted to measure the effectiveness of
CLSSAs. A short discussion of these studies is included in Chapter 2.
One of these studies, conducted in 1981, recognized the heavy dependence
of the RAAF on the RAAF-USAF CLSSA and attempted to measure the
effectiveness of the CLSSA from that perspective. The study found that a
requisition submitted under the RAAF-USAF CLSSA was generally satisfied
in a shorter period than that taken by the USAF to procure the same item
from a commercial source. The researchers had presumed that the RAAF
would suffer similar lead times to those of the USAF if it elected to forgo
the CLSSA in favor of direct commercial procurement. Accordingly, the
researchers concluded that the RAAF-USAF CLSSA was meeting its
objective of providing the most timely means of acquiring replenishment
spares. (23) )

A limjitation of the study on the RAAF-USAF CLSSA was the lack of
a complete set of data. The researchers noted that approximately 50% of
the requisitions submitted under the CLSSA of interest had been incomp-
lete at the time of their study. Thus, while the data was sufficient to

provide a means of comparison between different alternatives, it was

Ty, RN
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limited in its ability to identify specific lead time parameters. Neverthe-
less, to avoid bias in their study, the researchers chose to use the
expected completion dates provided by the USAF as the actual completion
date for incomplete requisitions, and used the percentage of such requisit-

ions to indicate the level of confidence in their findings.

The Importance of Lead Times

The level of stocks held by the RAAF is a function the time required
to achieve replenishment, commonly referred to as the "lead time". Longer
lead times require greater holdings of stock and consequently a greater
level of investment.

Items obtained through a USAF CLSSA are assigned a standard lead
time which reflects the expected time of satisfaction for a requisition of
the lowest priority. The accuracy of this lead time is a key factor in
determining the cost-effectiveness of replenishment provisioning for CLSSA
items. Actual lead times shorter than those planned would represent a
possible excess investment in higher stock levels. Longer lead times may
cause an eventual shortage of spares for systems supported through a
CLSSA and subsequently present a risk to the continued operation of such

systems.

Changes in USAF Procurement Procedures

Significant changes have occurred to USAF procurement procedures
during the past six years. The most significant of these has been the
active encouragement of competitive bidding for USAF procurement

contracts.




The move towards increased competition was prompted by a series of
*"horror" stories in the US media concerning over-priced defense acquisit-
ions. The US DOD responded in 1981 by directing the military services to
appoint competition advocates within each procurement activity whose
primary goal was to pursue increased competition in defense acquisitions.
The DOD direction was followed in 1984 with the Competition In Contract-
ing Act which formalized the Competition Advocate Program and intro-
duced a wide range of procurement reforms. (20:19)

Increased competition has resulted in significant savings for the US
Government. For example. increased competition during fiscal year 1985
reportedly saved the DOD an estimated $1.3 billion (20:21). However,
competition related reforms have also led to a significant increase in the
time taken to award contracts for the supply of defense materials. The
Air Force Logistics Command (AFLC) has reported that the time taken to
award a contract within that command had approximately doubled over the
past three years (17:1). Similar increases have been reported throughout

the DOD (20:24).

Procurement Reforms and the CLSSA Program

Requisitions submitted against a CLSSA that have been identified as
part of a forecast 17 month requirement (i.e. "programmed” requisitions)
should be satisfied from currently held stocks within the DoD. Indeed, the
FMS customer has made a financial investment with the US DOD to allow
his forecasted requirements to be purchased in anticipation of his requisit-
fons (1:Chl,1). Accordingly, the effects of DoD procurement reforms
should have minimal impact on the satisfaction time of an eligible (prog-

rammed) CLSSA requisition.
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Nevertheless, the RAAF has observed a significant increase in the

. average satisfaction time of eligible CLSSA requisitions submitted against
.;;:.: respective RAAF-USAF CLSSAs during the past five years. These per-
{ |'
S0
‘:,.' ceived increases have given rise t¢ questions regarding the validity of
fv"i,
" current CLSSA lead times used by the RAAF and the effect of the USAF
('
f’.:. procurement reforms on the continuing effectiveness of the RAAF-USAF
.~'
X CLSSA. (7,38)
%t
-‘_0.
:::. Research Objective
D
L™
20 The purpose of this study is to determine the current mean lead
..'l. ‘
N times for requisitions submitted through the RAAF-USAF CLSSA and to
4«' »
" assess the impact on these lead times of recent USAF procurement
g reforms.
)
K
»‘;“
S Research Questjons
¢
e
¢,
) The following questions will be addressed to answer the research
“-":-‘ objective:
P
::: a. Research Question 1. What are the current lead times that may
& be expected for different types of RAAF requisitions submitted under
L3
e a RAAF-USAF CLSSA?
)
o’
'. b. Research Question 2. To what extent do current lead times differ
‘(‘ from those achieved at the time of the 1981 RAAF study?
1
-,{ ¢. Research Question 3. How much of the variation in lead times
'§
C: can be attributed to variations in average contracting times exper-
Ny
¢
: . fenced by USAF procurement personnel?
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! ) Scope of Study i

This study will be limited to an examination of lead times for items
5; of service code "A" only. This limitation is necessary to utilize the
y methodology of the 1981 study, which had the same limitation. The 1981
S study observed that the significantly fewer RAAF requisitions for items of
1y service code "A" represented approximately 34% of the total doilar value of
J CLSSA requisitions at that time. Accordingly, the 1981 study surmised
that items of service code "A" were of major concern in the RAAF-USAF

) CLSSA.

o Assumptions

‘is This study will utilize the methodology of the 1981 study in deter-
’ mining approximate satisfaction times for incomplete requisitions. Without
§ evidence to the contrary, the methodology of that study is assumed to be

a relatively accurate means for obtaining such information.
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CHAPTER 1I

LITERATURE REVIEW

Chapter Overview

This chapter is divided into two parts. The first part presents a
review of previous studies that have attempted to measure CLSSA lead
time. Although none of these studies had this measure as their primary
objective, the review is useful in assessing the background and validity of
the methodology that will be used in this thesis. The second part of this
chapter presents a brief outline of the major -xecutive and legislative
reforms that are considered responsible for the doubling of administrative
lead time wihin AFLC during the past five years. The purpose of this
part is to illustrate the changes that have occurred within the USAF
procurement process that may caused changes in the level of support

afforded to the RAAF CLSSA.

There have been a number of studies that have attempted to evaluate
the benefits of participation in a CLSSA. Such studies flourished in the
years of 1978-1981, during which time the USAF sought to validate the
proclaimed benefits of a CLSSA in a bid to gain the Japanese Air Self
Defence Force (JASDF) as an additional FMS customer (4:15). However,

the studies of primary interest to this thesis are those that have contrib-
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uted to the development of a methodology for the determination of CLSSA
lead times. Such studies comprise those of:

a. White and Logan (1968)

b. Pendley and Ratley (1979)

c. Callahan, Johnson and Moradmand (1980)

d. Parker and Lang (1981)

e. Silver (1986)

White and Logan

In 1968 Wing Commander Sydney White (RAAF) and Major Frank
Logan (USAF) undertook the first critical evaluation of the CLSSA
program. Their research effort covered many facets of the CLSSA
program, including the effectiveness of the program in meeting the supply
support requirements of participating countries. The essential elements of
supply support were defined as requisition response time, standardization
and quality control. White and Logan concluded that the CLSSA program
provided effective support in each of these areas (44:80).

" White and Logan recognized that many factors influenced the period
of time between the creation of a valid CLSSA requisition document and
the receipt of the item involved, many of which were under the direct
control of the CLSSA customer. Consequently, they determined that the
only measurable aspect of the Cooperative Logistics system in terms of
supply response time was the response of the system itself (44:70).
Accordingly, CLSSA response time was defined as the period of time
between the receipt of a CLSSA requisition in the DOD logistics system
and the completion of the transaction at the point of issue from a DOD
facility. White and Logan found that the world-wide mean response time

12
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of the CLSSA system was in the range of 33 to 42 days. The mean
. response time of the RAAF CLSSA was found to be 52 days, although this
2 was based on only 63 transactions, all of which occurred during the month
N : of February 1968. Neither the world-wide nor RAAF results were eval-
uated for the effects of item type, demand priority or program status.

. (27:44-74)

‘ Pendley and Ratley

In 1979 Mr Kimble Pendiey and Captain Griffin Ratley (USAF)

- >

expanded the definition of system response time to include the problem of

-

split consignments, ie. where a single requisition is satisfied in several

-

shipments. This problem had apparently been insignificant at the time of

! the White and Logan study. Pendley and Ratley adopted a weighted

-

average approach to such requisitions, whereby the fill time of each partial

e

shipment was multiplied by the ratio of the number shipped to the number
demanded. The response time of the requisition was then computed as the

sum of the weighted fill times for each partial shipment. (29:32)

YR X

o " Pendley and Ratley found that the average response time for their
sample of 289 NMCS (Not Mission Capable Supply) requisitions was signif-
icantly lower for those requisitions eligible for programmed support (74 vs
: 251 days). An additional and surprising finding of the Pendley and Ratley
] study was that non-critical requisitions (ie. other than NMCS) of priority
L 9-15 appeared to enjoy faster response times than those of priority 1-8

(152 vs 227 days). However, the study did not attempt to compare requis-
‘s . itions for like items in each priority grouping and the finding may

therefore be related to the nature of the items demanded. (29:50)
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‘:;Q Callahan, Johnson and Moradmand
C¥,
vy
';\a CLSSA response time was further evaluated in the 1979 study of Mr
j. James Callahan, Major Charles Johnson (USAF) and Colonel Mahmood
K]
i
:?' Moradmand (Imperial Iranian Air Force). The methodology of this study
‘ ?
)
“'%’ differed from that used by Pendley and Ratley in that it included those
-4
1 requisitions which had a 'supply date' but no shipment aate. The supply
g
.?' date was defined as the date when the Item Manager identified the
n
LA
& asset{s) that would be used to fill the requisition. For such requisitione
" the fill time was computed as the difference in days between the supply
e
g .
J:: date and the date of receipt of the CLSSA requisition, plus ten days. The
A% addition of ten days was to provide for the incomplete segment of the
'U »,
;: requisition process, quantified on the basis of the average difference
2
N
sy between supply and shipment dates. Split consignments were once again
D, ¥
! handled as weighted averages. The study found an average response time
\
of 198 days for programmed requisitions and 288 days for non-programmed
x‘)jr
fj{i‘&-' requisitions. (4:41.64)
PN
L
2 .
. Lang and Parker
: . In 1981 Squadron Leaders Samuel Lang and Cedric Parker (RAAF)
o
o undertook a study designed to quantitatively assess the ‘supply-effective-
® ,
A" ness' of the RAAF CLSSA. Supply—-effectiveness was defined by the
w-'.t«
‘_‘:\j authors as "the degree to which RAAF requirements for follow-on support
-
1‘4
2 M receive timely satisfaction by the USAF FMS program once those require-
O
o ments have been advised to the USAF" (23:14). Lang and Parker concluded
’:', that requisition fill-time, defined as the period in days between the
A
A S
j; commencement of order processing and the finish of order picking, was the
;': most appropriate measure of supply-effectiveness. Although this definition
o
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agreed with that adopted by earlier studies, Lang and Parker had certain
reservations on the use of the methodology that had previously been used
in the calculation of fill-times. Their main area of concern was for
partial shipments, and the true value of such shipments in relieving a
critical supply situation. However, the researchers realized that they
would be unable to quantify the value of partial shipments and were
therefore obliged to accept the approach of the previous methodology.
(23:33-40)

Lang and Parker actually used two methods for calculating fill-time.
In one, fill-time was calculated by the weighted average method proposed
by Pendley and Ratley. This served as the basis for a series of compar-
ative evaluations of the RAAF CLSSA. In the other, Lang and Parker
again used the weighted average approach but included all requisitions
submitted against the case under examination (AT-D-KBC) by using the
Estimated Shipment Date (ESD) as the actual shipment date for incomplete
requisitions. This was an extension of the procedure used by Callahan et
al, which only included those incomplete requisitions for which a ‘'supply
date" was available. Lané and Parker used this measure to compare RAAF
CLSSA fili-times with USAF procurement lead times. (23:39-40)

This research is not directed towards any comparative evaluation of
the RAAF CLSSA. Rather, this research is directed towards the descript-
ion of the present characteristics of the RAAF CLSSA and trends that
have occurred within the past few years. Nevertheless, the study of Lang
and Parker serves as a useful basis for this study. The second measure of
fill-time used in the Lang and Parker study will be used as the methodol-

ogy for the determination of current fill-times within the RAAF CLSSA.
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In addition, the mean fill-times reported by Lang and Parker through their
use of this measure will be compared to those found within this study to
serve as a backdrop to the study of USAF procurement reforms and their

impact on lead time within the RAAF CLSSA.

Silver

In 1986, Captain Bradley Silver (USAF) undertook a further evaluation
of CLSSA response times to resolve an apparent contradiction in the
results of two earlier studies that sought to validate CLSSA effectiveness.
Once again. this study was not directed towards the actual determination
of response times but rather towards a statistical evaluation of CLSSA
effectiveness on the basis of comparative response times. In addition. the
study examined the impact of several variables (type of item. priority and
supporting ALC) that were thought to have had an effect on requisition
response time. (35:1-2)

Unfortunately, Silver's study is of little use to this effort, as he
chose to use readily available summary reports rather than conduct a
detailed study of individual requisitions. The specific report used by Silver
was the SAMIS Fill Time Statistics Report (35:3-1), which shows the
number of requisitions that have been satisfied within a particular 30 or
60 day period. The report shows the priority of these requisitions as
belonging to one of only two categories: 1-8 or 9-186. The data is
therefore part of a two way grouped frequency distribution that suffers
from the problem of all such distributions in that it loses the accuracy of
the original data (16:129). Although such imperfections may have been

acceptable for the purposes of Silver's research, they are not considered
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acceptable for this more descriptive study and the data source will not be
utilized.

Conclusion: CLSSA Lead Times

In the course of previous studies that have examined the USAF
CLSSA program, a methodology has been developed to measure CLSSA lead
time. Development has progressed to the point whereby the response
times of both complete and incomplete requisitions can now be evaluated.
However, the methodology only provides for measurement of the order
processing and order picking elements of the CLSSA order cycle, as these
were considered to be the only elements that would reflect CLSSA
effectiveness. The methodology has already been used (albeit indirectly)
for the determination of mean lead times within the RAAF CLSSA. Those

findings can now be used as a benchmark for this study.

Part 2: Procurement Reforms

Int;oduction

In recent years the US Department of Defence (DOD) acquisition
process has been the target for a plethora of legislative and executive
reforms. Many of these reforms were prompted bv adverse publicitv in the
early 1980's related to instances of apparent overspending by the DoD in
the procurement of weapon system spares. Congress and the DoD have
responded to the allegations of waste by respectively introducing a series
of Public Laws and Executive Orders aimed at reducing the cost of spares

by increasing competition in every phase of the acquisition cycle.
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. The perceived benefits of competition were enumerated in 1981 by

the Deputy Defense Secretary, Mr Frank Carlucci. In a memorandum dated

- 27 July 1981, Mr Carlucci stated :

(%

f We believe that (competition) reduces the cost of needed

. supplies, improves contractor performance, helps to combat

< rising costs, increases the defense industrial base, and ensures

’ fairness of opportunity for award of government contracts (6:1).

) The extent to which increased competition has met those objectives
: is difficult to assess in quantitative terms. Nevertheless, government

procurement agencies have taken great delight in publishing a series of

.'
:: ‘'success' stories for individual acquisitions during the past few years
)
. (24:17) that bear as much relevance to the health of the overall acquisition
)

process as the 'horror' stories published earlier by the media.

Increased competition and related procurement reforms have undoubt-
edly secured significant price reductions for the DoD in the acquisition of
! systems and replenishment spares. The extent of the savings realized was
9 assessed at $1.2 billion in 1984 and $1.3 billion in 1985 (20:21). However,
the additional manpower and material resources consumed in pursuing 'full

and open' competition may have substantially reduced the benefit of those

savings. For example, the requirements of competition related legislation

has led to the hiring of an additional 2,600 people within the Air Force
] Logistics Command (AFLC) alone (36:4). However, while several studies
have attempted to measure this additional cost in manpower (31), few have

attempted to address the additional inventory costs associated with the

)

¥ longer lead times incurred by the new acquisition bureaucracy.

3

- Understandably, the major impact of the recent procurement reforms
b has been experienced in the contracting divisions of the various govern-

ment procurement agencies. Accordingly, increases in acquisition lead time
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o can generally be attributed to increases in administrative or contract lead

.'i time, defined as the period between the receipt of a procurement request
:; and the time of contract award. Such increases are a particular concern
Es within AFLC, where every day of additional lead time results in an estim-
:g ated $11.3 million investment in the inventory levels of fielded systems
;‘ (36:4). The increase in administrative lead time (ALT) within AFLC during
1

the past five years is shown in Figure 1 (2).

The purpose of this section is to provide a brief summary of the
% executive and legislative procurement reforms that have led to the
increased emphasis on competition and to assess their apparent or potential

impact on ALT within the AFLC.

Executive Reforms

Executive reforms are those that have been introduced by government

rather than Congress. The more significant reforms from an Air Force

K perspective have come from:
K
. a. development and publication of the Federal Acquisition Regu-
o lation:
L
j' b. the Defense Acquisition Improvement Program; and
§
c. the Air Force Management Analysis Group.
¢
[}
:: Federal Acquisition Regulation (FAR)
%
The FAR was implemented throughout the Air Force on April 1, 1984.

The major contribution of the FAR was to render all government agencies

involved in contracting subject to the same rules and regulations.

Ve s - -
- a e @

Although the FAR did not have any significant impact on the procurement
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practices of the DOD. it did provide a regulation that was much easier to
read and use. Accordingly. the FAR was considered to offer improved
support for people actually engaged in the procurement process. However,
a certain cost was incurred in the extensive training and reorientation of

procurement personnel. (37:14)

Defence Acquisition Improvement Program

In 198! the Deputy Secretary of Defense. Mr Frank Carlucci.
promuigated 31 initiatives aimed at solving long-standing problems in the
acquisition process (5). A 32nd initiative. promoting the increased use of
competition. was included in 1982 (40:29). In 1983 the subsequent Deputy
Secretary of Defense. Mr Paul Thaver. placed additional emphasis on six of
those initiatives. including competition (39:1). The initiatives became
known as the Defence Acquisition Improvement Program. which was
primarily focused on reducing the cost of weapons systems and improving
the efficiencv of the military procurement process. The program has been
given credit for checking the growth of program costs that had been a

characteristic of major systems acquisition (27:1).

Air Force Management Analysis Group (AFMAG)

The greatest impact on the Air Force from executive reforms in
recent vears has come from the 1983 AFMAG study on the acquisition of
spare parts (37:18). The AFMAG study focused on spares acquisition in
the weapon system design, development and production phases and in post-
production support activities. The study made 178 recommendations
designed to redress four basic kinds of inadequacies: insufficient competit=-

jon. inaccurate pricing. repetitive buyvs. and a lack of individual respons-
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o ibility for cost_ reasonableness (24:15-16). About 90% of the study's
K]

LN

’:, recommendations were implemented during the following two years and
o

" have reportedly led to 'positive and measurable' results (24:16).

]

2

‘ . 3

¥ Legislative Reforms

A

' According to General Lawrence A. Skantze. former commander of Air
l‘

4

e Force Syvstems Command. by May 1986 the Air Force had:

tumbled through three vears of unprecedented legislative reforms
-t that are well-intentioned but misguided. The original worthy

0 goal was to reduce costs and streamline a complex procurement

) process. But the intense scrutiny has. instead. increased weapon

", system lead times and reduced the system to a state of semi-

:! paralysis. (28:1)

” The major legislative reforms to which General Skantze refers are:

::: a. P.L. 98~72 : Commerce Business Daily Act of 1983:

‘

,’.‘:. b. P.L. 98-369: Competition in Contracting Act of 1984:

Ry c. P.L. 98-525: Defense Procurement Reform Act of 1984:

.~ d. P.L. 98-577: Small Business and Federal Procurement Competition
;1 Enhancement Act of 1984.

“ . Public Law 98-72 : Commerce Business Daily

E:'c P.L. 87-305. Amending the Small Business Act, empowered the
‘ Secretary of Commerce to ‘'obtain and publish notice of all proposed
é defense procurements in excess of $10.000' (42:712). Such publication was
:::. and is made by the procuring government agency in the Commerce Business
Daily. Defense Department implementation of P.L. 87-305 was effected

through the Defence Acquisi.ion Regulation (DAR) which stated that,
- "Purchasing offices should, when feasible. synopsize proposed procurements

no later than ten days before the issuance of solicitations” (11:1:68).
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The discretionary loophole offered in the above clause gave rise to
P.L. 98-72. which required that 'all proposed competitive and non-compet-
itive actions be synopsized'. In addition. P.L. 98-72 prohibited the
issuance of solicitations until fifteen days after the synopsis was tendered
and provided for a minimum 30 day response period for all solicitations.
(43:403)

The increase in the synopsis requirements. combined with the
additional administrative procedures required by P.L. 98-72 for sole source
procurements. has been cited as a primary cause of the increased admin-
istrative lead times experienced throughout the DoD since the law came

into effect on October 1., 1983. (37:26)

Public Law 98-369: Competition in Contracting

The most significant reforms to federal procurement policy in recent
vears have come from the Competition in Contracting Act of 1984 (CICA).
Prior to the implementation of CICA on April 1. 1985, the Armed Services
Procurement Act of 1947 (ASPA) separated federal contract placement
methodologies into two discrete forms - formal! advertising and negotiation.
Under formal advertising procedures, government agencies were required to
publish a synopsis of their requirements in the CBD. solicit sealed bids and
award contracts to the lowest responsive and responsible bidder. Negotiat-
ion provided for the discussion of technical requirements and costs with
the contractor prior to contract award. The ASPA directed that purchases
and contracts be made by formal advertising in all cases for which the use
of such method was feasible and practicable. (40:17-19)

Under CICA the emphasis changed from formal advertising to

competition, placing competitive negotiations on almost an equal footing
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with sealed bidding (previously formal advertising). In addition. non-
competitive contracts were no longer a matter of 'feasibility and practic=-
ality’ but rather become subject to a determination by the head of the
procurement agency that the proposed contract met one of the seven
criteria specified within CICA for use of other than 'full and open’
competition. Other provisions of CICA include a formalization of the
Competition Advocacy Program. an extension to the synopsis requirements
for the CBD and new protest procedures following contract award (prev-
enting work from proceeding while a protest is pending). (15:1-3)

Ajr Force reaction to CICA has been mixed. The recognition of
competitive negotiation as an equally viable method to sealed bidding has
been welcomed. but the requirement for ‘'full and open' competition is
considered less preferabie to 'adequate and effective' competition, partic~
ularly for small purchases. The new approval requirements for nocn-compe-
titive buys, revised protest provisions and new synopsis requirements are
believed to have placed an additional heavy load on the contracting officer

and further exacerbated the problem of increasing ALT. (37:28-29)

Public Law 98-525: Defense Procurement Reform Act of 1984

P.L. 98-525 enacted a broad range of procurement reforms intended to
resolve inconsistencies amongst previous legislation (37:30). Major features
included provision for (3:54-55):

a. public comment on proposed defence regulations at least 30 days

prior to implementation;

b. DOD discretion in obtaining contractor guarantees for ‘major

weapon systems (thereby amending P.L. 98-94):
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c. inclusion of technical data rights in DOD contracts. based 1
primarily on the source of funding for research and develop-
ment; and

d. encouragement of new contractors by promulgation of minimum
qualification requirements.

The DOD has not welcomed the requirement for public comment on

proposed regulations. claiming that the requirement will inhibit the ability
of the DOD to promulgate policy in a timely manner. However, the
provision for contractor guarantees is seen as a positive move. reflecting a
DOD desire for increased flexibility in contracting. The effect of specify-
ing technical data rights in contracts has not yvet been evaluated. but the
DOD believes that the provision may lead to a further increése in ALT by
requiring lavers of approval requirements above the contracting officer.
The requirement to set prequalification standards for potential contractors
is generally considered to be positive, though it is believed that the
requirement will significantly complicate the process of establishing

qualified sources on source restricted parts. (37:30-33)

Public Law 98-577: Smull Business and Federal Procurement

Competition Enhancement Act of 1984

Prior to the implementation of P.L. 98-577. a small business could be
assessed as a non-responsible bidder for a particular contract by the
federal procurement agency and the business would then be eliminated
from the list of potential contractors without further administration.
However, if the value of the contract exceeded $25,000. the determination
of non-responsibility had to be referred to the Small Business Administrat-
jon (SBA) for review. P.L. 98-577 removed the exemption for contracts

25




valued at less than $25.000, thereby requiring every determination of non-
responsibility to be reviewed by the SBA before contract award. By
Defence Logistics Agency (DLA) estimates. the referral process can delay a
contract from between 45 to 90 days. (20:19)

P.L. 98-577 also contained a requirement for the establishment of
'breakout' representatives at each procurement center, tasked with
identifying those items currently produced on a sole-source basis which
might be less costly to the government if two or more manufacturers were
forced to compete for the business (22:183). The Air Force considers the
requirement to be a duplication of the function of the Competition Advoc-

ate and a further aggravation to continuing increases in ALT (37:35).

The lmpact on Administrative Lead Time

The various executive and legislative reforms have realized some
tangible benefits for the DOD. not least of which is a significant saving in
the cost of weapon systems and component parts. AFLC alone is reported
to have saved an estimated $434 million during fiscal vear 1985 (37:46).
However, many of the reforms have had the potential for one major detri-
mental side effect - increased administrative lead time (ALT).

The increasing time required to develop and procure new weapon
systems has been identified as one of the major ailments of the defense
acquisition process (17:94). Nevertheless, the recent flurry of reforms
have been primarily directed towards the amelioration of cost rather than
lead time. The inevitable consequence of such focus and the attendant
increase in acquisition bureaucracy was a rapid escalation in ALT through-

out the DOD. In AFLC ALT rose from an average of 54 days in May 1983
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to a peak of 133 days in April 1985 (37:58). The trend has since levelled
off and currently (April 1987) appears to be steady at approximately 110
days (2). Based on AFLC estimates (36:4), the average increase of 55 days
since 1983 will require an additional $620 million investment in aircraft
replenishment spares and stock fund to support fielded systems for an
extended period. This investment, coupled with the ongoing salaries of an
additional 2.600 workers within AFLC alone. somewhat tarnishes reports of
the substantial savings that have been achieved through procurement ref-
orm.

Another concern that has arisen as a result of the increasing lead
times has been fear that operational readiness will be degraded. Indeed.
an investigation by a House appropriations defense subcommittee found
that the most serious problem faced by the Air Force in attempting to
achieve planned flying programs in recent years has been the lack of spare
parts (21:291). Security Assistance customers have also been affected.
For example, the Canadian Defence Forces have noted that the number of
their MICAP requisitions placed on backorder has increased sharply since
theAintroduction of the new legislation (18). However, General Smith of
AFLC points out that increased lead times have an effect on readiness
only if no one plans for them. Nevertheless, he admits that increased lead
times can inject a greater amount of uncertainty into requirements deter-
mination and reduce the ability of the system to respond in the event of

an emergency (20:24).
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Conclusion: Procurement Reforms

The number of executive and legislative reforms implemented by the
USAF in recent years has been unprecedented in 